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When it was decided that this 
year’s story would be about our 
customers, it quickly became obvious 
that the simple presentation of 
statistics would not serve our 
objective. Customers have ideas and 
opinions to express and we wanted 
these included. The families we 
wished to feature were to be, and are, 
real life customers. The story they tell 
is in their own words. 

The families featured in our story 
were chosen from over two thousand 
families we talked with in the course 
of a study during 1973. 

Our customers will often tell us 
quite frankly some of the things we 
should be doing better, but most 
always they also tell us K mart stores 
are pleasant and inviting places to 



shop for a great variety of quality 
merchandise at very reasonable 
prices. 

They say nice things like: “K mart 
has charisma”: “K mart is a place to 
go consistently—a place to check”; 
“When shopping for an item, K mart 
comes to mind first. It’s enjoyable and 
I know K mart would have one of the 
best prices”; “K mart is a good 
neighbor in the community”: “K mart 
has taken some care in its outward 
appearance not to abuse the aesthetic 
sense of the people in the area’,’ and 
“I never have any trouble returning 
merchandise to K mart’.’ 

May we just say THANK YOU 
FOR SHOPPING AT K MART to 
the more than 20 million families 
who shopped with us in 1973. 
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Tuesday, May 21, 1974, at 9:00 a.m. 
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Sales 

K mart, Kresge and Jupiter stores 
Net income 

Earnings per common and common equivalent share 

Cash dividends declared 
Per share 

Employee compensation and benefits 
Per sales dollar 

Depreciation and amortization 
Per sales dollar 



1973 


1972 

$4 

, 633 , 223,000 

$3 

1,836,826,000 


1,244 


1,183 

$ 

138 , 251,000 

$ 

117,075,000 


$ 1.15 


$1.00 

$ 

23 , 630,000 

$ 

19,399,000 


20 * 


171/3* 

$ 
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To Our Shareholders 

The record sales and profits for 1973 reflect 
broad based operating improvement both 
domestically and internationally in a year of 
contrasts. 

In 1973, with early indications of a deteri¬ 
oration in consumer confidence, retail sales 
continued to boom—adding to the pressures 
on productive facilities and contributing to 
inflationary pressures. 

With high levels of employment and per¬ 
sonal income it is not surprising that retailers 
generally reported strong sales comparisons. 
But with inflationary cost pressures, the 
restraints of Phase IV price controls 
and the impact of the “energy crisis” compara¬ 
ble profit increases were more difficult to 
achieve. 

Although we are relatively satisfied with our 
performance in 1973,1 do wish to point out 
the significant impact of Phase IV on our net 
profit margins. 

When Phase IV was announced by the Cost 
of Living Council in the middle of 1973, it was 
suggested that there was to be a liberalization 
of the rules governing retailers. Item-by-item 
selling price controls were eliminated, and 
retailers were to be controlled by limitations on 
the CIPM’s (customary initial percentage 
markups) produced on a departmental classifi¬ 
cation or “category” basis. Retailers were 
advised the category initial percentage markups 
for 1973 could not exceed the markups for 
those categories in 1972. 

We protested to the Council that because 
of the price increases which had already been 
approved in early 1973, the effect of the regu¬ 
lations was not merely to prevent further 


increases but would require reductions in initial 
departmental margins to get back to 1972. 

There is a difficult administrative problem 
in attempting to comply with a departmental 
gross margin ceiling. Since a change in the 
merchandise mix within a category will change 
the category markup, it is impossible to know 
what gross margin will be attained until after 
the fact. 

We pointed out that in an effort to comply 
many departmental gross margins would inev¬ 
itably be pushed below the ceiling levels. 

The Cost of Living Council responded to 
the objections by pointing out that their primary 
responsibility was to restrain inflationary pres¬ 
sures. They therefore ignored the objections 
raised. 

Probably the most significant impact of the 
energy crisis on our sales related to seasonal 
merchandise. When President Nixon called for 
public cooperation in the usage of heat and 
light, we suspected there would be a lessening 
in demand for Christmas display materials. 

Kresge is a major retailer of artificial 
Christmas trees, lights and ornaments. A good 
deal of this merchandise is imported and is in 
stock well before the Christmas season. 

There was in fact a short fall against pro¬ 
jected sales and heavy markdowns were taken 
to clear our stocks. 

Despite the shortages of building material, 
we opened 94 K marts in the United States, 
Canada and Australia in 1973. Shortages con¬ 
tinue to hamper our building program but our 
construction pace is ahead of 1973 and we 
expect to open at least 100 K marts in 1974. 

I am particularly pleased to welcome the 


more than 400 employees of Planned Market¬ 
ing Associates, Inc. who joined the Kresge 
Company following the effective date of the 
merger on January 23,1974. 

We welcome as well the hundreds of share¬ 
holders of PMA who overwhelmingly endorsed 
the terms of the Agreement and who now share 
in the ownership of the Kresge Company. 

We are confident the addition of this 
aggressive insurance marketing organization 
will strengthen the financial services capability 
of our company. 

Despite the good early 1974 sales results, it 
is expected that the economy will slow down 
and retail sales increases will moderate, partic¬ 
ularly during the first two or three quarters 
of 1974. 

We would expect, in that environment, a 
greater tendency to trade down and a greater 
value-consciousness on the part of the shop¬ 
ping public—both factors providing Kresge 
with a comparative advantage. 

A pick-up in the economy may—and 
probably will—occur as predicted in the fourth 
quarter. But we are organized to demonstrate 
that comparative advantage and to produce 
satisfactory results in the retail climate we 
expect in the next few months. 

March 15,1974 



Chairman of the Board 
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“K mart is all the things a great store 
should be...quality at discount prices... 
satisfaction always!’ K mart’s catchy 
television jingle often rings throughout 
the home of Walter B. “Mac” and June 
McComas in Crystal, Minnesota, a 
Minneapolis suburb. 

K mart’s commercial is one of the 
favorites of four-year-old Colin who 
occasionally gets some vocal support 
from Mamie, 7, Erin, 10, and Brian, 12. 


K mart Is All the 
Things a Great Store 
Should Be 
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The McComas family lives just a 
few miles from the K mart in New Hope, 
Minnesota, where Mac and June agree 
you can buy “most of what you need!’ 
For Mac it is a place to buy K marts 
private-label paint for the family’s 



cottage; for June supplies for her metal 
sculpture class; for Colin a Tonka truck; 
for Mamie a nightgown; for Erin, a 
budding equestrienne, horse models, 
and for Brian, who has his first paper 
route, a lock for his desk “to keep his 
little brother and sisters out!’ 

Mac is the traffic manager for a 
firm that manufactures floor mainte¬ 
nance equipment and June is a 
registered nurse. They have lived in 


Crystal for 12 years and have shopped 
at the New Hope K mart since it opened 
in the summer of 1972. 

“I think the prime reason I go 
there’, ’says Mac, “is basically because 
they 've got good quality products 
for the price.” 

“But it’s very convenient and this is one 
of the super-plus features. Everything 
taken into consideration, I think we 
generally do prefer K mart because of 
its layout, convenience, price and 
quality!’ 

With their K mart credit card, which 
June took away from Mac “because he 
is much more of an impulse buyer than 
I am!’ with personal checks which June 
has “never had one bit of a problem 
cashing!’ and with cash, the McComas 
family buys an impressive list of every¬ 
day living needs at their K mart. 
Purchases range from men’s underwear 
and walking shorts to women’s slacks 
and bodysuits; from children’s tennis 
and casual shoes to candy and popcorn; 
from black dirt and planters to picture 
frames and oil paints; from submarine 
sandwiches and dog yummies to car oil 
and wax. 

Mac and June are aware of K mart 
service. Mac recalls: “I bought June’s 
Christmas present which was a Kodak 
camera. They made it very easy for me 
to make up my mind. 

“Another time I had the front end of 
our Ford aligned at K mart and I was 


satisfied with the service I got. They 
had a front end alignment special in 
the newspaper!’ 

As for the major problem of 
shopping in any self-service store—the 
check-out lines, Mac states: “I’ve never 
encountered a problem at K mart. I’ve 
had to wait on occasion but I don’t 
think really long. I feel they are servicing 
their check-outs more adequately than 
the competition!’ 

But to June, service at K mart is 
more than knowledgeable salespeople 
and efficient check-out operations. 

June, the children and 
Snooks, the family’s dog, 
jumped in the car one mid¬ 
morning for one of June’s fast 
trips to K mart. Upon return¬ 
ing home, all heads seemed to 
be present. 

About four in the afternoon, 
the phone rang. June explains: 

“It was a girl from K mart asking, 

‘Do you have a little black dog?’ 

Well, I hadn’t missed Snooks 
at all because she usually spends 
her time underneath the couch or on 
one of the kids’ beds. The girl at K mart 
had been kind enough to go out to the 
parking lot where Snooks was running 
around looking for our car, look at the 
dog’s tags, call the hospital for the 
number of her rabies shot, find out who 
she belonged to and call me instead of 
the dog catcher. That was really just 
beautiful of her!’ 
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While Brian and Erin McComas are 
bicycling to their K mart in Minnesota, 
two little California girls, Kim, 4, and 
Missy, 7, might just be drawing pictures 
using crayons and paper their mother, 
Jill, bought at a K mart in Sacramento. 

The girls' father, Arvis C. Roberts 
Jr., explains: “My wife buys a lot of 
coloring books, crayons and school 
supplies at K mart. We try to encourage 
the children to be more creative 
themselves instead of always playing 
with toys!’ 

Arvis is an instrument technician at 
McClellan Air Force Base. He and his 
family live in Citrus Heights, California, 
a Sacramento suburb. The Roberts have 
shopped at the Sacramento K mart on 
Auburn Boulevard for six years. 

Welsh-born Jill differentiates between 
shopping” at K mart and just dropping 
by the store to buy an item or two. 

“I only shop about four or five times 
a yean’ she says. “But then I go to 
K mart to buy a bunch of things. At the 
very beginning of summer, 1 go in there 
because I'm going to buy the children 


shorts, swimsuits, beach towels and this 
sort of thing and some things for myself. 
By the time I’m leaving. I’ve something 
to show for my two hours or more!’ 

With two active little girls to dress, 

Jill is enthusiastic about K mart's 
childrens clothing: “Just about all of 
our children’s play clothes come from 
K mart. And we’ve got stuff around 
here that’s two or three years old. I’m 
not going to pay $10.00 or $7.00 for a 
pair of pants for them to run around in. 
K mart has inexpensive and really good 
clothes that last very well!' 

Although Arvis and Jill do not look 
upon K mart as the principal clothing 


store for themselves, both have 
purchased some apparel at the store. 

In fact, Arvis bought a pair of Bermuda 
shorts that he “wore all over Europe” 
during a summer vacation when he and 
Jill visited her parents. 

He reports: “Jill bought several 
outfits at K mart that were for special 
occasions—some things you wouldn’t 
want to spend a lot of money for 
because you weren’t going to wear them 
that much. And they were very nice!’ 

Jill finds the pricing and sizing on 
K mart clothing adequate “unless it’s 
not priced. Then you take it to the front 
and they have to find out how much it 
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is!’ She laments: “That happens 
quite often!’ 

Arvis’ favorite department is the 
garden center: “Mostly if I go to K mart, 
it’s to buy things that are in the gardening 
department. They have a very good 
supply there and they have a fellow who 
knows a lot about bushes and planting!’ 

“K mart's garden center com¬ 
pares with any in Sacramento as 
far as I'm concerned.'' 

Arvis watches the newspaper to see 
when K mart puts bushes and shrubs on 
sale: “1 wouldn’t say that I really read 
through all the ads, but normally I do 



with K mart ads because sometimes 
they sell things 1 might want!’ 

Another K mart department that 
Arvis likes is sporting goods: “1 always 
go through the sporting goods depart¬ 
ment when I go to K mart. I do a lot of 
hunting and fishing!’ 

Arvis and Jill recognize that sales 
service is not generally available in most 
of the departments in a store like 
K mart. Jill says: “K mart is a discount 
store so maybe I'm not expecting 
everything to be just so. And as far as 
help goes, I really don't expect someone 
to come running up to me and ask if 
they can help me because I'm not 


looking for that at K mart. I know 
where things are and usually I find them!' 

The Roberts' K mart is one of the 
Kresge Company’s older units; the store 
opened in 1965. About the appearance 
of the store, Arvis states: “The K mart 
on Auburn Boulevard is small and they 
have a lot of merchandise there and it’s 
kind of crammed. But, they do a 
tremendous amount of business. When 
people go through, they are going 
through the displays and you couldn’t 
possibly hire enough help to keep 
everything straight!' 

Some of this “tremendous amount 
of business’’ is generated by the Roberts’ 
friends and neighbors. According to Jill: 

“Most friends we have, most people I 
know, all shop at K mart!' 

Arvis feels this is because 

“K mart serves a big need in this 
community.” 

“They do offer a line of merchandise at 
a price that just about everyone can 
afford. I think they are a good store to 
have in the community!' 
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In Pontiac, Michigan, a suburb of 
Detroit, Arvis Roberts' sentiments about 
K mart are echoed by W. T. “Walter” 
Richardson: 

We are in need of the bargains and 
qualify products that K mart has 
to offer. ’’ 

I think K mart carries a nice line for 
our growing family!' 

W. T. and Barbara Richardsons 
growing family are twins Donald and 
Ronald, 15, and Gary 17. A fourth son, 
Stanley, 19, is in the U. S. Marine Corps. 




W. T. is a presser at a cleaners in the 
Detroit suburb of Rochester and Barb is 
a domestic worker. They shop in almost 
all of the departments in the two 
Pontiac K marts near their home —the 
one on Glenwood that opened in 1962 
and the other on Opdyke that opened 
in 1971. 

As Barb puts it: “I think we just 
about made the whole scene!’ 


W. T. agrees: “My aunt lives down 
the street from us. I think she believes 
K mart is my store because when she 
asks me where 1 got certain items, I tell 
her I went to K mart. And she says, ‘Do 
you buy anything anywhere else?’ 

“I was going to get paneling for the 
basement. Where? K mart. I was going 
to get some shrubbery for the front of 
the house. So we went to K mart and 
picked up the shrubbery. We needed 
mortar and stuff to fix some bricks. 

K mart supplied that also. So, it’s just an 
all around store. The grocery store 
beside it and K mart are basically the 
two places we need to go!’ 

The Richardsons have lived for 
seven years in the three-bedroom house 
they own in Pontiac. K mart has helped 
them furnish, maintain and enjoy 
their home. 

W. T. says: “When we were looking 
for a freezer, we went to K mart and 
saw one on sale which was a 600-pound 
capacity RCA Whirlpool. We purchased 
it there much cheaper than we could 
have anywhere else we looked!' 

“In one of the kids’ rooms!’ points 
out Barb, “is a rug we bought eight years 
ago in K mart's rug department. The 
yellow paint in the kitchen is from 
K mart, too. It’s K mart’s private brand!’ 

The Richardsons lawnmower and 
the decorative stone in Barb’s flower 
bed at the side of the house are from 
K mart. 

















Barb took advantage of a K mart 
blue light special to purchase com¬ 
pressed paper fireplace logs. She 
explains: “I had just walked in the store 
and I saw the blue light on. I’m curious 
— I’m nosey. You know, I just want to 
see what’s on sale. When I saw it was 
fireplace logs, 1 knew they would come 
in handy so I bought a couple of boxes!’ 

They both have cars that “are 
getting a bit aged” according to W. T.: 

“So, oil, transmission fluid, that sort of 
thing, we buy in K mart's automotive 
department. And we have our cars 
serviced in the garage area!’ 

Barb just recently added K mart’s 
pharmacy to her shopping preferences: 

“A couple of weeks ago we found out 
that it was much cheaper. I got some 
antibiotics and the price was marvelous!’ 

K mart clothes are especially in favor 
with the Richardsons. W. T. stresses: “I’m 
in dry cleaning so I know materials and 
garments that hold up well!’ 

“K mart is a good place to save 
on clothing for all of us!’ 

There’s one member of the 
Richardson family, however, who “goes 
elsewhere to buy clothes when it’s left 
up to him!’ according to Barb. “Gary 
worked at a men’s clothing store as a 
co-op student. He prefers shopping 
there because the store carries the latest 
styles for teenagers!’ 


W. T. is justifiably proud of one 
K mart item that he wears—his Masonic 
ring. “Barb purchased my ring in the 
jewelry department!’ he reports. “It has 
my 32nd Degree on one side and my 
shrine emblem on the other!’ 

With all their K mart shopping, 

W. T. and Barb have no complaints 
about getting advertised items or 
returning merchandise. 

Barb says: “They didn't have one 
advertised item when I went in so they 
gave me a raincheck. When the mer¬ 
chandise came in, I got it at the 
sale price. 

“Occasionally I've had to take items 
back because I found something wrong 
with them. They’ve always exchanged 
the merchandise or given me my 
money back!' 

But, W. T. concedes that nothing is 
perfect. Not even K mart. “It’s those 
check-out lanes!’ he chides. “Sometimes 
they are too slow!’ 




















Like W. T. and Barb Richardson. David 
J. and Elsie Maroney think K mart is a 
good store to have in their community. 

But while W. T. and Barb are 
shopping for childrens clothing and 
household merchandise, Dave and Elsie 
are shopping for health aids and hobby 
supplies. The Maroneys, who have been 
married for 31 years, retired eight years 


ago to Largo, Florida, from Chicago, 
Illinois, where Dave was a bricklayer for 
the city and Elsie was an insurance 
underwriter. 

Dave and Elsie shop at the K mart 
in Largo which opened in the spring of 
1970. Elsie shops at K mart “a couple 
of times a month and sometimes more 
often. This K mart is so handy!’ 

Dave reports: “I pick up my cigars 
there. 1 need a box of cigars once a 
week or five days or so. If I don’t get 
there on Wednesday, I'm late!’ 

Dave explains that the cigars are 
delivered to K mart early on Wednesday 
and the price is so competitive that they 
are sold out fast. If he’s too late, he has 



to wait a few days. “The discount drug 
stores are higher priced than K mart!’ 
he says. 

“Another thing that is competitive is 
Maalox. So, it works out just right. I get 
my cigars and Maalox and I save on 
gas money!’ 

Elsie likes the cookies sold at K mart 
and eating at the snack bar where “we 
have a sandwich or hot dog or cold 
drinks in the afternoon!’ 

Elsie also likes the fact that manage¬ 
ment keeps the K mart hazard-free: 

“They don’t have things sitting in 
the aisles of the store so that you 
can trip over them like a lot of the 
other stores’’ 


















Dave is an avid woodworker. “I 
make anything, any kind of model. I 
just like to monkey around’’ he states. 

“I buy three or four sheets of wood 
at a time at K mart!’ he reports. “I don't 
like to put it on top of the car because it 
scratches the car top and is hard to 
control. So, 1 take my electric saw with 
me and they let me use a horse and an 
outlet to cut the sheets into 4x4-foot 
pieces. They fit nicely into the trunk!’ 

While in K marts building supplies 
department, Dave searches around for 
short pieces “like a white pine with no 
knots. You can’t have knots for the 
giraffes!’ 

The giraffes are Dave’s most popular 
creations. The three-foot high animals 
are clothes racks for children. “I’ve 
made hundreds of them for friends and 
relatives!’ he states. “They are spread all 
the way from Washington. D. C. to Los 
Angeles. I don’t make money on them. 

1 even pay the mailing charges!’ 

Dave and Elsie pay close attention 
to K mart ads on television and in the 
newspaper and take advantage of many 
of the sales. 

“Thanks to K mart we’re stocked up 
now out in the garage on paper towels 
and things!’ says Dave. 

Elsie explains that K mart had a 
sidewalk sale on toilet tissue, paper 
towels, facial tissues and some odds 
and ends “all very reasonable!’ 

“And some cute dresses, too!’ 
adds Dave. 

Dave’s information center at the 


K mart is the security guard stationed 
near the front door: “I go and ask him and 
he knows where everything is or what di¬ 
rection it’s in. So, he’s convenient for me!’ 

And Elsie praises the K mart parking 
lot: “It’s wonderful!’ 

Dave elaborates: “They have a good 
parking lot—wide spaces. Especially 
when you have a big car. Of course, if 
you don’t get to K mart early enough, 
you have to park in the back!’ 

Dave and Elsie have only one big 
complaint about their K mart—the long 
check-out lines. “Tell K mart to get 
some more check-out girls!’ stresses 
Dave. “We haven’t got time to stand in 
those long lines!’ 

















S. S. Kresge Company 

1973 Financial Review 


Kresge is a major retailer: The S. S. Kresge Company is one of the 
major retailers in the world with 1,244 stores including 673 K marts in 
the United States, Canada, Australia and Puerto Rico. The first K mart 
was opened in March, 1962 when there were 807 Kresge and Jupiter 
stores. 

K marts are one floor discount stores, generally free-standing 
units in suburban areas and range in size from 65,000 square feet to 
96,000 square feet, of which about 78% is selling area. A K mart 
provides a full department store range of first quality merchandise with 
over 60,000 items in the larger stores. Lower selling prices are achieved 
by rapid inventory turnover, the elimination of limited-appeal or fringe 
items, low overhead and occupancy costs and the use of self-service, 
central check-out operations. 

The company will open some K marts in the 40,000 square-foot 
range in smaller communities. 

Kresge stores are variety stores and Jupiter stores are limited-line 
discount stores converted from former Kresge stores. 

During the 12 year period since the first K mart was opened, the 
company has opened 673 K marts, more than quadrupled its retail 
selling space and increased sales from $480 million to $4.6 billion. The 
compounded annual increases in total sales and net income for the 
last five years have been 21.8% and 23.7%, respectively. 


A 10-year summary of operating and common stock market data 
is on page 26. 


Sales and net income set records: Sales in 1973 were $4.6 billion and 
net income was $138 million, up 20.8% and 18.1%, respectively, over 
last year. Earnings per share rose to $1.15 from $1.00 last year. 

The rate of profit was under pressure from the imposition of price 
controls which reduced gross profit in some departments in late 1973. 
Sales and net income were affected in the last two months of the year 
by consumer reaction to the energy crisis, particularly in reduced sales 
of Christmas decorations. Lower margin merchandise was promoted in 
January to maintain high sales levels and keep expenses in line. 


Net income was 3.0% of sales, compared with: 

1972 3.1% 1970 2.7% 

1971 3.2% 1969 2.5% 

Percent 
Increase 
(Decrease) 

24.7% 
(3.1)% 
20 . 8 % 


Sales by division were: 


(In Millions) 1973 1972 

K mart $4,101 $3,288 

Kresge and Jupiter 532 549 

$4,633 $3,837 


150 


Net Income (In Millions) 


Net Sales (In Millions) 
5000- 
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Operating results are announced every 13 weeks, usually about the 
middle of May, August, November and March. Previously reported 
quarterly results, adjusted for the merger with Planned Marketing 
Associates, Inc. and reclassification of state and local income taxes, 
were: 


(In Millions) 

1973 

1972 

Percent 

Increase 


(52 weeks) 

(53 weeks) 


Sales 




First quarter 

$ 915 

$ 730 

25.4% 

Second quarter 

1,106 

906 

22.0% 

Third quarter 

1,105 

908 

21.7% 

Fourth quarter 

1,507 

1,293 

16.6%* 

• 

$4,633 

$3,837 

20.8% * 


Income before 


income taxes 


First quarter 

$ 

44 

$ 

34 

30.5% 

Second quarter 


62 


46 

35.9% 

Third quarter 


53 


41 

28.8% 

Fourth quarter 


97 


89 

8.4% 


$ 

256 

$ 

210 

22.0% 

Net income 






First quarter 

$ 

23 

$ 

18 

28.3% 

Second quarter 


32 


25 

31.1% 

Third quarter 


29 


23 

26.0% 

Fourth quarter 


54 


51 

4.6% 


$ 

138 

$ 

117 

18.1% 


'Fiscal 1973 was 52 weeks and fiscal 1972 was 53 weeks. Sales for 
comparable 52 week periods were up 22.0% and for comparable 13 
week periods in the fourth quarter were up 21.3%. 


Foreign operations became more important: 

Percent 


(In Millions) 

1973 

1972 

Increase 

U. S. sales 

$4,207 

$3,490 

20.5% 

Australian and 
Canadian sales 

426 

347 

23.0% 


$4,633 

$3,837 

20.8% 


Australian K marts are operated by K mart (Australia) Limited, a 
subsidiary in which Kresge owns the majority of voting stock, and 


Canadian K mart, Kresge and Jupiter stores are operated by S. S. 
Kresge Company Limited, a wholly-owned subsidiary. The company’s 
financial statements include all foreign operations as described in 
Note A on page 20. 

The company has now entered the insurance business: On January 
23, 1974, the company completed the merger with Planned Marketing 
Associates, Inc. PMA is principally engaged in underwriting life, acci¬ 
dent and health insurance, and in designing and mass marketing a wide 
range of life, accident, health, property and casualty insurance policies. 
PMA's marketing efforts at the present time are primarily directed 
toward continuing to develop mass marketing programs for the food 
and merchandise distribution and other industries in which a structure 
of wholesalers and related retailers exists. These structures provide a 
natural existing economic relationship suitable for PMA’s marketing 
approach. PMA’s principal subsidiaries are Lone Star Life Insurance 
Company and TIPS General Agency, Inc. Condensed financial infor¬ 
mation of PMA is in Note B on page 20. 

U. S. subsidiaries continued to improve: Holly Stores, Inc. again 
improved its merchandising and profit performance in ladies’ ready-to- 
wear departments in U. S. K marts. 

K mart Enterprises, Inc., which operates all sporting goods depart¬ 
ments and most automotive departments in U. S. K marts, significantly 
improved its profit performance, notwithstanding start-up expenses 
incurred in 44 automotive departments previously operated by a 
licensee. The remaining 190 automotive departments currently operated 
by a licensee will be assumed by KEI in the next four years. 


The company opened 94 K marts in 1973: 



K mart 

Kresge 

Jupiter 

Total 

Stores in operation 

January 31, 1973 

580 

487 

116 

1,183 

Stores opened 

Closed 

94 

(25) 

(7) 

94 

(32) 

Kresge stores converted 
to Jupiter 

Incorporated with 
larger store 

(1) 

(2) 

2 

(D 

Net change 

93 

HZ) 

J5) 

61 

Stores in operation 

January 30, 1974 

673 

460 

111 

1,244 
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S. S. Kresge Company 


Selling area increased 15% from 45.5 million square feet in 1972 
to 52.1 million square feet in 1973 and consists of an ever-increasing 
K mart area as shown on page 26. 

A large part of net income was reinvested: Dividends have been in¬ 
creased in every year since 1964. In 1973 quarterly dividends were 
raised to an annual rate of 20< a share beginning with the June 12 
payment. 

Current income retained for use in the business amounted to 83% 
of 1973 and 1972 net income. 

Income taxes increased: The over-all effective income tax rate was 
46.8% in 1973 compared with 45.3% in 1972. 

The increase was primarily because 1972 income taxes were re¬ 
duced by the investment credit applicable to furnishings in the new 
Kresge International Headquarters. 

The basic U. S. Federal income tax rate is 48%. Kresge 1973 U. S. 
and foreign federal, state and local income taxes were 46.8%, lower 
than the nominal U. S. rate of 48% primarily because of the investment 
credit and the inclusion of foreign income taxes at lower rates. The 
difference is analyzed in Note D on page 22. 

Other state and local payroll, franchise and property taxes con¬ 
tinued to increase and were $71 million in 1973 and $53 million in 1972, 
or 1.5% and 1.4% of sales, respectively. 

Working capital increased: The increase was $120 million in 1973 and 
$80 million in 1972 as shown on the consolidated statements of changes 
in financial position on page 19. 

The company owned U. S. distribution centers were sold in 1973 
for a total of $31.7 million and leased back for terms of 30 years with 
options to renew for additional terms. Related gains on the sales and 
tax effects were deferred and will be amortized over the terms of 
the leases. 

Inventories increased by $224 million in 1973, primarily because 
of new store inventories and changes in merchandising. Inventories 
were $1 billion, $778 million and $585 million at the ends of fiscal 1973, 
1972 and 1971, respectively. 

Customer accounts receivable increased by $13 million in 1973. 
Year-end customer accounts receivable balances were about 62% 
and 61% of 1973 and 1972 Kresge credit card sales, respectively. Total 
credit card sales were $491 million, an increase of 38% over last year: 
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1973 


1972 

(In Millions) 

Kresge credit card 

Sales 

% to 

Total Sales 

Sales 

% to 

Total Sales 

sales 

$186 

4.0% 

$168 

4.4% 

Bank card sales 

305 

6.6 

188 

4.9 


$491 

10.6% 

$356 

9.3% 


The Kresge credit card system began in 1960 and bank cards were 
first used in 1970. Service charges on the Kresge accounts approxi¬ 
mate the cost of administering the plan, including bad debts of $5.2 
million and $4.6 million charged to expense in 1973 and 1972. 

Market value of Kresge common stock declined: Kresge common 
stock is listed on the New York Stock Exchange. Its market value in 
fiscal 1973 reached 51 Vs a share early in 1973 and closed at 34Vs a 
share at the end of the fiscal year: 

Closing 

Closing P/E 



High 

Low 

Price 

Ratio 

First quarter 

51 Vs 

37% 

38 

37 

Second quarter 

403/fe 

31 

36 Ve 

33 

Third quarter 

43 

31 Vs 

367/8 

32 

Fourth quarter 

42 Vs 

273/4 

34 Vs 

30 


Price controls adversely affect the company: Your company has grown 
rapidly in the last decade, and has been instrumental in holding down 
and reducing retail prices in the U. S., Canada and Australia. These 
good effects have occurred without price controls because our store 
management organizations are quite independent, and we heavily pro¬ 
mote many items at low prices. 

We do not believe price controls in our highly competitive retail 
business are necessary. We believe controls actually restrict price com¬ 
petition, and, partly because price control rules change so often, we 
believe they tend to cause defensive actions rather than aggressive 
merchandising. 

Price control rules were changed in Phase IV requiring that initial 
percentage mark-ups by “categories” of merchandise had to be limited 
to 1972 levels. These new Phase IV rules were imposed over the objec¬ 
tions of most retailers. We objected as strongly as possible to the 
enforcement by “category” because it is not compatible with our price 
promotional policies. The initial percentage mark-ups of these required 

































and limited categories as they became known and accumulated were 
compared, using hindsight, with comparable results for 1972. If a 
category initial percentage mark-up during the Phase IV period was 
less than the result for the appropriate 1972 period, prices in that cate¬ 
gory could then be raised without violation of Phase IV rules. If the 
category initial percentage mark-up was higher than allowed, prices 
could not be increased unless the category mark-up was also de¬ 
creased below the comparable 1972 period. 

Suppliers raised many costs in Phase IV, and in many cases meet¬ 
ing Phase IV category requirements resulted in our sale of many items 
at prices near their rapidly increased costs. Such an artificially held 
retail price of many items caused customers to want to buy more of 
those (generally scarce) items, and also discouraged the company’s 
highly autonomous buying and store organizations from carrying those 
items. It also removed from the company’s management some part of 
the responsibility to determine which items were to be price promoted. 

Customer preferences change rapidly as new items are introduced 
and other items become less desired. Selling prices of items should 
reflect supply and demand factors dictated by our customers, especially 
when our prices are very competitive. Furthermore, our pricing policies 
require heavy promotion through reduced prices of many staple items, 
to encourage customers to buy many of the more profitable items also 
carried in K marts. 

Nevertheless, adherence to Phase IV “category” rules meant 
essentially that the basic economic influences on suppliers, customers, 
store managers and other competitors had to be ignored, if prices of 
items in some “categories” were not to be raised, and cost increases 
of items in some categories were to be offset by changes in sales mix 
of other items. 

Phase IV rules also retroactively required that “category” mark-ups 
for all of 1973 could not exceed comparable mark-ups for all of 1972. 
This retroactive provision meant that price increases and merchandise 
mix changes, which resulted from supplier, customer and other 
changes that legitimately occurred under Phases II and III, had to be 
put into the new “categories” and offset by deliberate price decreases 
under Phase IV, in order to comply with the retroactive rules. 

We believe that prices of our items should reflect the realities of 
the marketplace, and that the company is in a stronger long run posi¬ 
tion to service our customers if items that we select are heavily pro¬ 
moted. 


We therefore elected to continue these policies under Phase IV. 
During Phase IV we began a massive compliance program to channel 
several hundred million dollars of sales into lower mark-up items. The 
program required two months to adopt, because a plan had to be 
conceived, merchandise had to be ordered and advertising had to 
be prepared. 

The program was particularly effective in the last 10 weeks of the 
fiscal year, and resulted in maintaining a high sales level despite the 
energy crisis and consumer uncertainty, but it also resulted in slightly 
decreased over-all gross profit margins. 

We hope the poor experience under the recent various price 
control programs will reinstate government reliance on the basic eco¬ 
nomic laws of supply and demand. 

Management recruiting efforts were accelerated: There are now more 
than 3700 men and women involved in the six-to-eight year training 
program to become Kresge and Jupiter managers. The parent company 
hired 1,879 management trainees in 1973 compared with 1,085 in 1972 
and 800 in 1971. Seventy percent of the management trainees are 
college graduates and 91% have attended college. 

Kresge and Jupiter store managers, who have consistently demon¬ 
strated merchandising and leadership abilities, again provided the 
management personnel required by Kmart growth in 1973. Many of 
these managers had served as Kresge and Jupiter district managers 
and demonstrate the value of promoting from within the company. 

1974 goals are high: We are currently fairly confident that more than 
100 new K marts will open this year. However, shortages of building 
materials are becoming more critical and construction delays are being 
encountered. 

Merchandise and fixtures for these new stores will be financed 
primarily with cash generated from operations. Additional outside funds 
probably will be required within the next 18 months to help finance our 
aggressive expansion program. 

We do not know at this time what the effects of the fuel shortages 
and expected economic slow-down will be on price levels, availability 
of merchandise and construction materials, employment levels and 
customer buying habits, or whether more price controls will be imposed, 
but we believe that Kresge will continue to have an advantage, when 
compared with other retailers, and operating results will continue to 
be satisfactory. 
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S. S. Kresge Company 


Reaching for a Goal 

The most important reason for the success of your company would 
undoubtedly be that we have constantly been striving to reach a goal 
that others thought was not obtainable. In 1973 we announced publicly 
our most ambitious goal—the attainment of sales of $12 billion by the 
end of this decade. The goal is both a catalyst to action and a measure 
of our progress and our planning. Certainly it will not be easily reached. 
The key to reaching our goal is thorough planning and coordination. 

The most important Kresge resource is the people who make up 
the organization, especially present and future store managers. A 
management recruiting and training program is well under way to train 
and promote Kresge men and women to more challenging and demand¬ 
ing positions. 

A complete analysis of the potential of the various geographic 
areas of the country to support further K mart growth has been made 
and is constantly updated. We found this potential market to be con¬ 
siderably in excess of what is needed to support our volume goal. The 
establishment of targets for opening new stores in all of the potential 
markets is supported by the site review of each market by the Kresge 
real estate team to secure new locations that either complement and 
supplement existing stores or provide the kind of penetration in new 
markets that management feels is needed. Today we know where our 
K mart expansion program will take place over the next six years. 

Our expansion during the next six years implies an accelerated 
construction program. We not only will be opening more stores but a 
larger number of different types of units to fit each area we enter. 
Kresge construction and design people are constantly reviewing and 
updating buildings and layouts while simultaneously preparing to 
handle the expanded volume of new store openings. We insist that a 
K mart store must be a good neighbor in its community in terms of 
physical appearance while at the same time it must be an efficient, 
practical vehicle for retail merchandising. 

This expanding network of K mart stores will require a complex 
distribution system and communications network. At present, the 
company has six large regional distribution centers. We plan to aug¬ 
ment these facilities with additional centers. Complementing these 
major distribution points is a network of smaller consolidation centers, 
warehouses and other facilities. We will have the capability to handle 
the volume of goods a sales level of $12 billion implies. 

We must have a communications network which fully utilizes com¬ 
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puter hardware, software and data telecommunications. The Kresge 
Company is well along in its planning of a new communications and 
reporting system. While company sales are expected to continue to 
increase, each management function will communicate with all other 
functions as though we were growing smaller. 

Finally, but an important base for the growth program, extensive 
planning and coordination is underway to provide this expanded net¬ 
work of stores with the large variety of top quality merchandise at the 
most reasonable prices in the marketplace that our customers expect 
when they shop in a K mart discount department store. Our buying 
staff has been and will be enlarged. New sources of U. S. and foreign 
supply are being developed. Whole new lines of merchandise and new 
kinds of customer services are being explored and evaluated so that 
the average store can continue to profitably increase sales year after 
year. 

This then is our goal, a volume of sales of $12 billion by the end 
of the decade. We believe this sales goal can be achieved with no 
permanent reduction in our profit margins. Our goal is ambitious but 
our efforts are serious. The Kresge Company believes in a very simple 
formula for success: PERSONNEL, PROMOTION, PRIDE, PROFIT. 
These elements for success are already in place today. 








Consolidated Statements of Income 


Fiscal Year Ended 



January 30, 

January 31, 


1974 

1973* 

Sales 

$4,633,223,000 

$3,836,826,000 

Licensee fees and rental income 

69,281,000 

65,676,000 

Interest income 

2,581,000 

1,860,000 

Cost of merchandise sold (including 

4,705,085,000 

3,904,362,000 

buying and occupancy costs) 

3,503,776,000 

2,900,302,000 

Advertising 

Selling, general and administrative 

107,425,000 

89,968,000 

expenses 

822,854,000 

693,931,000 

Interest expense 

15,152,000 

10,344,000 


4,449,207,000 

3,694,545,000 

Income before estimated income taxes 

255,878,000 

209,817,000 

Estimated income taxes: 

U. S. 

85,794,000 

68,721,000 

Foreign 

12,908,000 

10,853,000 

State and local 

11,966,000 

9,630,000 

Tax effects of timing differences 

9,168,000 

5,939,000 

Income before net income of 

119,836,000 

95,143,000 

unconsolidated insurance subsidiary 
Equity in net income of wholly-owned 

136,042,000 

114,674,000 

unconsolidated insurance subsidiary 

2,209,000 

2,401,000 

Net Income for the year 

$ 138,251,000 

$ 117,075,000 

Earnings per common and 

common equivalent share 

$1.15 

$1.00 


‘Certain amounts have been reclassified for comparative purposes. 
See Notes to Consolidated Financial Statements 


Consolidated Statements of Income 
Retained for Use in the Business 


Income retained for use in the business 
at beginning of year restated for 
pooling of interests 
Net income for the year 
Cash dividends declared—200 and 
17140, respectively 
Income retained for use in the 
business at end of year 


Fiscal Year Ended 

January 30, January 31, 

1974 1973 


$518,897,000 $421,221,000 

138,251,000 117,075,000 

(23,630,000 ) (19,399,000 ) 

$633,518,000 $518,897,000 


See Notes to Consolidated Financial Statements 
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S. S. Kresge Company 

Consolidated Balance Sheets 



January 30, 

January 31, 


January 30, 

January 31, 


1974 

1973 


1974 

1973 

Assets 



Liabilities 



Current Assets: 



Current Liabilities: 



Cash 

$ 76,815,000 

$ 75,239,000 

Portion of long-term debt 



Certificates of deposit 

871,000 

8,790,000 

due within one year 

$ 2,176,000 

$ 1,813,000 

Marketable securities, 



Notes payable 

86,863,000 

120,259,000 

at cost approximating market 

22,973,000 

28,275,000 

Accounts payable—trade 

392,229,000 

271,725,000 

Customer accounts receivable, 



Accrued taxes, other than 



less allowance for possible 



U. S. and foreign income taxes 

52,511,000 

41,171,000 

losses of $5,388,000 and 



Accrued payrolls and other 



$5,116,000, respectively 

110,710,000 

97,749,000 

liabilities 

65,780,000 

66,671,000 

Other accounts receivable 

21,798,000 

21,113,000 

Dividends payable 

5,983,000 

5,051,000 

Merchandise inventories 

1,002,360,000 

777,884,000 

U. S. and foreign income taxes 

53,310,000 

41,245,000 

Operating supplies and prepaid 



Total current liabilities 

658,852,000 

547,935,000 

expenses 

27,335,000 

22,957,000 


Total current assets 

1,262,862,000 

1,032,007,000 

Deferred Gain on Sales and 



Investment in Unconsolidated 



Leasebacks 

9,196,000 


Insurance Subsidiary 

21,292,000 

19,042,000 

Deferred U. S. and Foreign 



Other Assets and Deferred Charges 

15,660,000 

12,403,000 

Income Taxes 

35,129,000 

29,836,000 

Fixed Assets, at cost: 



Long-Term Debt, less portion 



Land 

32,223,000 

32,749,000 

due within one year 

21,065,000 

23,401,000 

Buildings 

81,276,000 

100,392,000 

Minority Interest in Australian 



Leasehold improvements 

75,914,000 

78,977,000 

Subsidiary 

4,019,000 

2,541,000 

Furniture and fixtures 

Construction in progress 

398,175,000 

12,431,000 

341,479,000 
8,079,000 

Stockholders’ Equity: 

Common stock 

119,661,000 

119,210,000 


600,019,000 

561,676,000 

Capital in excess of par value 

171,333,000 

160,661,000 

Less—Depreciation and 



Income retained for use in 



amortization 

247,060,000 

222,647,000 

the business 

633,518,000 

518,897,000 

Total fixed assets 

352,959,000 

339,029,000 

Total stockholders' equity 

924,512,000 

798,768,000 


$1,652,773,000 

$1,402,481,000 


$1,652,773,000 

$1,402,481,000 


See Notes to Consolidated Financial Statements 
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Consolidated Statements of Changes in Financial Position 


Fiscal Year Ended 


Financial Resources Were Provided by: 
Net income for the year 

January 30, 
1974 

$138,251,000 

January 31, 
1973 

$117,075,000 

Add (deduct) income charges (credits) 
not affecting working capital— 
Depreciation and amortization 

35,377,000 

31,781,000 

Increase in deferred U. S. and 
foreign income taxes 

5,293,000 

3,271,000 

Undistributed net income of uncon¬ 
solidated insurance subsidiary 

(2,209,000) 

(2,401,000) 

Other 

(192,000) 

(334,000) 

Working capital provided by operations 

176,520,000 

149,392,000 

Proceeds from sale of fixed assets— 
Properties sold and leased back, 
including deferred gain of $9,268,000 
Other properties 

31,690,000 

2,641,000 

4,968,000 

Increase in common stock from— 

Sale under stock option and 
purchase plans 

10,813,000 

13,505,000 

Conversion of 5% convertible 
debentures, less related 
unamortized expenses 

Transactions of unconsolidated 
insurance subsidiary prior to merger, 
principally sale of stock 

44,000 

122,766,000 

3,889,000 

Other 

4,926,000 

6,793,000 

Financial Resources Were Used for: 
Additions to fixed assets 

226,634,000 

74,566,000 

301,313,000 

65,781,000 

Cash dividends declared 

23,630,000 

19,399,000 

Increase in investment in 
unconsolidated insurance subsidiary 

2,250,000 

6,290,000 

Reduction in long-term debt, including 
$125,000,000 on conversion of 5% 
convertible debentures in 1972 

2,336,000 

126,448,000 

Other 

3,914,000 

2,987,000 

Increase in Working Capital 

106,696,000 

$119,938,000 

220,905,000 
$ 80,408,000 


See Notes to Consolidated Financial Statements 


Fiscal Year Ended 

January 30, January 31, 

1974 1973 

Analysis of Changes in Working Capital: 

Increase (decrease) in current assets— 


Cash and certificates of deposit 

$ (6,343,000) 

$ 22,985,000 

Marketable securities 

(5,302,000) 

20,403,000 

Accounts receivable 

13,646,000 

17,402,000 

Merchandise inventories 

224,476,000 

193,086,000 

Operating supplies and 
prepaid expenses 

4,378,000 

4,984,000 


230,855,000 

258,860,000 

(Increase) decrease in current liabilities- 
Long-term debt due within one year 

(363,000) 

(34,000) 

Notes payable 

33,396,000 

(90,634,000) 

Accounts payable—trade 

(120,504,000) 

(60,220,000) 

Accrued taxes, other than U. S. 
and foreign income taxes 

(11,340,000) 

(9,450,000) 

Accrued payrolls and other 
liabilities 

891,000 

(19,442,000) 

Dividends payable 

(932,000) 

(481,000) 

U. S. and foreign income taxes 

(12,065,000) 

1,809,000 


(110,917,000) 

(178,452,000) 

Increase in Working Capital 

$119,938,000 

$ 80,408,000 
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S. S. Kresge Company 

Notes to Consolidated Financial Statements 


(A) Summary of Significant Accounting Policies 

Fiscal Year: The company’s fiscal year ends on the last Wednesday in 
January. Fiscal year 1973 ended on January 30,1974 and comprised 52 
weeks; fiscal year 1972 ended on January 31, 1973 and comprised 53 
weeks. 

Basis of Consolidation: All majority owned retailing subsidiaries have 
been included in the consolidated financial statements. Other affiliated 
retailing companies in which the company has more than a 20% in¬ 
terest are accounted for by use of the equity method. The company’s 
investment in its wholly-owned unconsolidated insurance subsidiary is 
included in the accounts on the equity method. 

Foreign Operations: Assets of the foreign retailing subsidiaries amounted 
to approximately 10% of the consolidated assets in 1973 and 11% in 
1972; net income of the foreign retailing subsidiaries was 9% of con¬ 
solidated net income in 1973 and 11% in 1972. Long-term assets and 
long-term liabilities of foreign subsidiaries are translated into U. S. dol¬ 
lars at rates of exchange in effect at the dates of their acquisition. Cur¬ 
rent assets and current liabilities are translated at the approximate rate 
in effect at the end of each period. Revenues and expenses are trans¬ 
lated at approximate average rates in effect during each period, except 
for depreciation which is translated at the rates of exchange which were 
in effect when the respective assets were acquired. Net unrealized 
losses from foreign currency translation are charged to income cur¬ 
rently. Net unrealized gains from foreign currency translations are 
deferred, except that gains are credited to income currently to the 
extent of losses previously charged to income. Neither translation gains 
and losses included in income nor deferred translation gains are 
material. 

Inventory: Merchandise inventories are valued at the lower of cost or 
market, using the retail method, on a first-in, first-out basis. 

Property, Plant and Equipment: Land, buildings, leasehold improve¬ 
ments and equipment are recorded at cost. Major replacements and 
refurbishings are charged to the property accounts while replacements, 
maintenance and repairs which do not improve or extend the life of 
the respective assets are expensed currently. 

Generally, in the case of ordinary retirements, the cost of properties 
is charged to the reserve for depreciation and in the case of extraor¬ 
dinary retirements such as those resulting from abandonments of 
locations and complete rebuilding at locations, the cost of properties 


retired and the accumulated depreciation thereon is eliminated from the 
accounts and the resulting gain or loss is taken into income. 
Depreciation: The company computes depreciation of fixed assets 
principally on the straight line method for financial statement purposes 
and on accelerated methods for income tax purposes. Most store prop¬ 
erties are leased, and improvements are amortized over the term of the 
lease but not more than 25 years. Other annual rates used in computing 
depreciation for financial statement purposes are 2% to 5% for build¬ 
ings, 10% for Kmart fixtures and equipment,and 6% to 20% for all 
other fixtures and equipment. 

Sale and Leaseback: Gains or losses on sale and leaseback trans¬ 
actions are deferred and recognized in income over the initial terms of 
the leases. 

Licensee Sales: The company’s policy is to exclude sales of licensed 
departments from total sales. 

Pre-Opening Costs: The company follows the practice of charging 
against net income costs incurred prior to opening a new retail unit. 
Income Taxes: Deferred income taxes are provided on non-permanent 
differences between financial statement and taxable income, resulting 
principally from the use for tax purposes of accelerated depreciation 
methods. 

The company accrues appropriate U.S. and foreign taxes payable upon 
distribution of earnings of subsidiaries, except on those earnings which 
have been, or are intended to be permanently reinvested, or which are 
expected to be distributed free of additional tax by operation of relevant 
statutes currently in effect and by utilization of available tax credits 
and deductions. 

Investment Credit: The company uses the “flow through” method of 
accounting for investment credit whereby income tax expense is re¬ 
duced for the period in which expenditures create the tax benefit. 

(B) Merger with Insurance Subsidiary 

Effective on January 23, 1974, the company acquired all of the out¬ 
standing stock of an insurance company, Planned Marketing Asso¬ 
ciates, Inc. (PMA), in exchange for 1,912,846 shares of the company’s 
common stock. This transaction has been accounted for as a pooling of 
interests and accordingly the accompanying consolidated financial 
statements of the company have been restated retroactively to reflect 
on the equity method of accounting PMA’s December 31,1973 and 1972 
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consolidated net assets and operating results for the years then ended. 
The condensed consolidated financial statements of Planned Marketing 
Associates, Inc. and its subsidiaries at December 31,1973 and 1972 and 
for the years then ended are as follows: 

Condensed Consolidated 


Premium income 
Life 

Accident and health 


Insurance commissions 
Investment income 
Other 

Total 

Costs and expenses 

Income before income taxes 
Income taxes 

Net income 


Income Statements 
Year Ended December 31, 


1973 

1972 

$ 6,620,000 

$ 4,721,000 

7,756,000 

3,910,000 

14,376,000 

8,631,000 

2,153,000 

2,340,000 

1,944,000 

1,618,000 

4,152,000 

646,000 

22,625,000 

13,235,000 

19,420,000 

9,775,000 

3,205,000 

3,460,000 

996,000 

1,059,000 

$ 2,209,000 

$ 2,401,000 


Condensed Consolidated Balance Sheets 



December 31, 

Assets 

1973 

1972 

Cash 

$ 3,133,000 

$ 4,545,000 

Receivables 

10,603,000 

5,515,000 

Investments 

20,699,000 

17,308,000 

Other assets 

19,028,000 

12,591,000 


$53,463,000 

$39,959,000 

Liabilities 



Policy and claim reserves 

$18,940,000 

$14,380,000 

Income taxes 

1,932,000 

1,523,000 

Other liabilities 

11,299,000 

5,014,000 

Equity of S. S. Kresge Company 

21,292,000 

19,042,000 


$53,463,000 

$39,959,000 


(C) Compensating Balances and Current Notes Payable 

Current notes payable comprised the following: 


Notes payable 
S. S. Kresge Company 
commercial paper 


January 30, 
1974 

$53,031,000 

33,832,000 

$86,863,000 


January 31, 
1973 

$ 67,174,000 

53,085,000 

$120,259,000 


The maximum amount of aggregate short-term borrowings outstanding 
during the year ended January 30, 1974, was $266,456,000. The 
approximate average aggregate short-term borrowings outstanding dur¬ 
ing the year was $153,763,000 at an approximate weighted average 
interest rate of 8.2%. The weighted average interest rate was calcu¬ 
lated using the average aggregate short-term borrowings for the year 
and the related interest expense. 

Arrangements were made with various lending banks during the year 
for an aggregate line of credit of $294,100,000 at interest rates approxi¬ 
mating the “prime” lending rate, none of which was being used at 
January 30, 1974. Under such arrangements, the company is expected 
to maintain on deposit with the banks compensating balances which 
will average 10% of the line when not in use and 20% when being used. 
The company is free to withdraw the entire balance in their accounts 
at any time. 
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S. S. Kresge Company 


(D) Estimated Income Taxes 

The effective income tax rate is reconciled to the Federal statutory 
rate as follows: 



1973 

1972 

Book income before income taxes 

$255,878,000 

$209,817,000 

Tax thereon, computed at statutory rate 

122,821,000 

100,712,000 

Increases (reductions) in taxes 
resulting from: 

State and local income taxes, net of 

Federal income tax benefit 

6,222,000 

5,008,000 

Investment tax credit 

(3,924,000) 

(3,757,000) 

Foreign income subject to foreign 
income tax but not expected to be 
subject to U.S. tax in 

foreseeable future 

(1,771,000) 

(1,600,000) 

Other 

(3,512,000) 

(5,220,000) 

Estimated income taxes 

$119,836,000 

$ 95,143,000 

Effective rate 

46.8% 

45.3% 

The major timing differences are: 

1973 

1972 

Excess of tax depreciation over 

book depreciation 

$ 4,285,000 

$ 2,400,000 

Other 

4,883,000 

3,539,000 


$ 9,168,000 

$ 5,939,000 


The current liability for U. S. and foreign income taxes includes 
$15,082,000 at January 30, 1974 and $11,527,000 at January 31, 1973 
arising from the tax effects of timing differences related principally to 
property taxes and profit on installment sales. The amounts shown 
on the balance sheets for deferred U. S. and foreign income taxes 
result from the difference between financial statement and income tax 
depreciation. 

Undistributed earnings of subsidiaries which have been, or are in¬ 
tended to be permanently reinvested, or which are expected to be 
distributed free of additional tax by operation of relevant statutes 
currently in effect and by utilization of available tax credits and deduc¬ 
tions, totaled approximately $254,000,000 and $200,000,000 at January 
30, 1974 and January 31, 1973, respectively. 


(E) Long-Term Debt 


3y 8 % and 4%% notes payable in varying 
amounts through December 16,1983 
($2,000,000 due within one year) 
Foreign loans 
Other 

Portion due within one year 


January 30, 

January 31, 

1974 

1973 

$13,500,000 

$15,125,000 

8,750,000 

8,950,000 

991,000 

1,139,000 

23,241,000 

25,214,000 

2,176,000 

1,813,000 

$21,065,000 

$23,401,000 


Under the long-term note agreements, $504,061,000 of income retained 
for use in the business at January 30, 1974 is available for payment of 
cash dividends. 

Principal payments on long-term debt for the five years subsequent 
to January 30, 1974 are: 1975-$2,176,000; 1976-$630,000; 1977- 
$1,364,000; 1978-$1,369,000; 1979—$1,375,000. 
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(F) Stockholders’ Equity 

Changes in stockholders’ equity, other than income retained for use in 
the business, for the fiscal years ended January 30, 1974 and January 
31, 1973 were as follows: 

Capital In 

Common Stock Excess of 


Balance at January 26,1972 
restated for pooling of 

Shares 

Amount 

Par Value 

interests 

Change in par value and 
three-for-one stock split in 
June 1972, including 

38,346,597 

$ 62,719,000 

$ 77,281,000 

expenses of $289,000 
Common stock sold under 
stock option and purchase 

73,119,394 

48,746,000 

(49,035,000) 

plans 

Conversion of 5% convertible 
debentures, less related 

624,724 

625,000 

12,880,000 

unamortized expenses 
Transactions of insurance 

7,009,737 

7,010,000 

115,756,000 

subsidiary prior to merger 

109,993 

110,000 

3,779,000 

Balance at January 31,1973 
Common stock sold under 
stock option and purchase 

119,210,445 

119,210,000 

160,661,000 

plans 

Federal income tax benefits 
from stock option plans 
Transactions of insurance 

434,969 

435,000 

10,378,000 

266,000 

subsidiary prior to merger 

15,953 

16,000 

28,000 

Balance January 30,1974 

119,661,367 

$119,661,000 

$171,333,000 


In June 1972, the stockholders approved a change in the authorized 
common stock from 60,000,000 shares of $1.66% par value to 
250,000,000 shares of $1.00 par value and concurrently effected a 
three-for-one stock split. 

Ten million shares-of no par value preferred stock with voting and 
cumulative dividend rights were authorized in 1969 primarily for 
possible use in acquisitions but there are currently no plans for its use. 


(G) Earnings Per Common and Common Equivalent Share 

Earnings per common and common equivalent share were computed 
by dividing net income by the weighted average number of shares of 
common stock and common stock equivalents outstanding during each 
year. In making the computation for 1972, common shares at the 
beginning of the year were increased by the number of shares issuable 
on conversion of the 5% convertible debentures (converted in 1972) 
and net income was adjusted for interest expense and amortization of 
debenture expense net of related tax effect. The number of common 
shares in both years was increased by the number of shares issuable 
under the stock option and stock purchase incentive plans, less the 
number of shares which were assumed to have been purchased at 
average market prices with the proceeds of sales under the plans. 

(H) Retirement Income Plans 

The company and its subsidiaries have non-contributory retirement 
pension plans covering most employees. Eligibility is based on years 
of service. Total pension expense was $8,696,000 and $6,814,000 for 
the years ended January 30, 1974 and January 31, 1973, respectively. 
The company’s policy is to fund pension costs accrued. 

(I) Stock Purchase Incentive and Option Plans 

Information on the stock purchase incentive and option plans is sum¬ 
marized below: 

Stock purchase incentive plan— 

Shares available for purchase at 
beginning of year 

Shares purchased during the year through 
payroll deduction at $28.96 and $24.86 
a share, respectively 

Shares available for purchase at end of year 


Number of Shares 
1973 1972 

1,971,024 2,400,000 


(305,640 ) (428,976 ) 

1,665,384 1,971,024 
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S. S. Kresge Company 


Under the stock purchase incentive plan approved by the stockholders 
in June 1971, employees of the company or of certain subsidiaries who 
have completed one year of service are eligible to purchase, at the 
lower of 85% of the market value on the first or last day of each plan 
year, 2,400,000 shares of common stock through June 1976. 



Number of Shares 


1973 

1972 

Stock option plans- 

Available for grant at beginning of year 

32,295 

267,420 

Under option at beginning of year 

($12.77 to $38.15 per share) 

805,637 

766,260 

Reserved for grants under 1973 plan 

1,000,000 


Options: 

Granted ($32.52 to $38.15 per share) 

329,900 

243,600 

Exercised ($12.77 to $38.15 per share) 

129,396 

195,748 

Cancelled ($12.77 to $38.15 per share) 

7,941 

8,475 

Under option at end of year 

($12.77 to $38.15 per share) 

998,200 

805,637 

Options exercisable at end of year 

($12.77 to $38.15 per share) 

504,300 

359,831 

Available for grant at end of year 

710,336 

32,295 


In June 1973 the stockholders approved the 1973 Stock Option Plan. 
Any option granted under the 1973 plan shall, as designated by the 
Stock Option Committee at the time of the grant, be either an option 
which is qualified under the Internal Revenue Code, as amended (a 
“Qualified” option) or an option which is not so qualified (a “Non- 
Qualified” option). Under the 1973 Plan 1,000,000 shares were re¬ 
served for granting of options to officers and key employees at 100% 
of the fair market value on the date of grant. Options under this plan 
expire from five to ten years after the date of grant and are exercisable 
in annual installments, except that options granted to optionees over 
age 61 at the date of grant are exercisable in total at such date. 

Under a qualified stock option plan approved by the stockholders in 
May 1969, options to purchase 1,200,000 shares of common stock 
could be granted to officers and key employees at 100% of the fair 
market value on the date of grant. Options expired five years from the 
date of grant and were exercisable in annual installments, except that 
options granted to optionees over age 61 at the date of the grant were 
exercisable in total at such date. In April 1973 the Board of Directors 
of the company discontinued the 1969 plan except as to outstanding 
options. 

In addition to the above stock options, at January 30, 1974, there were 
also options outstanding for 104,715 common shares of the company 
at prices ranging from $18.06 to $25.43. These options were assumed 
in the merger with PMA. 

(J) Commitments 

Rental expense comprised the following: 


Noncapitalized financing leases 

1973 

1972 

as defined by the Securities 
and Exchange Commission: 
Minimum annual rental 

$141,735,000 

$113,930,000 

Rental based on sales volume 

9,799,000 

8,375,000 


151,534,000 

122,305,000 

All other leases 

4,152,000 

3,774,000 


$155,686,000 

$126,079,000 


Minimum annual rentals and minimum sublease rental income for land 
and buildings under noncapitalized SEC-defined financing leases and 
subleases at January 30, 1974 aggregated $2,541,986,000. Under these 
leases and subleases, which represent substantially all of the company’s 
leases, the minimum annual rentals are as follows: 
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Minimum 

Annual 

Rentals 

Minimum 
Sublease Rental 
Income 

Net Minimum 
Annual 
Rentals 

1974 

$ 152,915,000 

$ 24,054,000 

$ 128,861,000 

1975 

151,239,000 

23,765,000 

127,474,000 

1976 

149,798,000 

23,406,000 

126,392,000 

1977 

148,430,000 

22,968,000 

125,462,000 

1978 

146,862,000 

22,663,000 

124,199,000 

1979-1983 

708,685,000 

92,964,000 

615,721,000 

1984-1988 

613,890,000 

50,533,000 

563,357,000 

1989-1993 

495,060,000 

27,671,000 

467,389,000 

1994-2031 

275,656,000 

12,525,000 

263,131,000 


$2,842,535,000 

$300,549,000 

$2,541,986,000 


Certain leases provide for additional rent payments based on sales 
volume in excess of a specified base. Generally, leases contain multiple 
five year renewal options, which may extend the life of the lease up to 
50 years beyond the noncancellable portion. 


Most leases on K marts and certain leases on Kresge and Jupiter 
stores are gross leases under which the lessor pays property taxes, 
insurance and specified building and parking lot maintenance and 
repair costs. 

The present value of aggregate minimum rental commitments of SEC- 
defined financing leases at January 30, 1974 and January 31, 1973 
was as follows: January 30, January 31, 


Land and buildings 

Less—present value of subleases 


1974 

$1,069,598,000 

183,804,000 


$ 885,794,000 


1973 

$879,801,000 
176,833,000 
$702,968,000 


Interest rates utilized with respect to the valuation of SEC-defined 
financing leases ranged from 2.5%to 8.7% with the weighted average 
interest rate of approximately 7.3% in 1973 and 7.0% in 1972. On the 
assumptions that SEC-defined financing leases had been capitalized, 
and estimated executory expenses included in gross leases increased 
at an annual rate of 3%, net income would have been decreased 
$4,963,000 in 1973 and $2,724,000 in 1972. Under such assumptions, 
amortization of the property rights on a straight line basis would have 
amounted to $36,554,000 in 1973 and $29,237,000 in 1972 and interest 
expense on the present value of the outstanding declining balance 
would have amounted to $53,395,000 in 1973 and $38,393,000 in 1972. 


Report of Independent Accountants 


To the Stockholders and Board of Directors 
of S. S. Kresge Company 

In our opinion, the accompanying consolidated balance 
sheets and the related consolidated statements of income, 
income retained for use in the business and changes in 
financial position present fairly the financial position of 
S. S. Kresge Company and its subsidiaries at January 30, 
1974 and January 31, 1973, the results of their operations 
and the changes in financial position for the years then 
ended, in conformity with generally accepted accounting 
principles consistently applied. Our examinations of these 
statements were made in accordance with generally 
accepted auditing standards and accordingly included 
such tests of the accounting records and such other audit¬ 
ing procedures as we considered necessary in the cir¬ 
cumstances. 

Price Waterhouse & Co. 

211 West Fort Street 
Detroit, Michigan 
March 15, 1974 
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S. S. Kresge Company 

10-Year Financial Summary 


Operating data (in millions): 

1973 

1972 

1971 

1970 

1969 

1968 

1967 

1966 

1965 

1964 

Sales 











K mart 

$4,101 

$3,288 

$2,557 

$2,014 

$1,640 

$1,201 

$ 867 

$ 576 

$ 340 

$ 207 

Kresge and Jupiter 

532 

549 

543 

545 

545 

531 

519 

514 

511 

482 

Total 

4,633 

3,837 

3,100 

2,559 

2,185 

1,732 

1,386 

1,090 

851 

689 

Income before income taxes 

256 

210 

188 

135 

114 

97 

65 

54 

42 

34 

Percent of sales 

5.5 

5.5 

6.1 

5.3 

5.2 

5.6 

4.7 

5.0 

4.9 

4.9 

Net Income 

138 

117 

98 

68 

54 

48 

35 

29 

22 

17 

Percent of sales 

3.0 

3.1 

3.2 

2.7 

2.5 

2.8 

2.5 

2.6 

2.6 

2.5 

Earnings per common and 











common equivalent share 

1.15 

1.00 

.85 

.62 

.52 

.46 

.34 

.28 

.22 

.18 

Current ratio 

1.9 

1.9 

2.1 

2.2 

1.6 

1.8 

2.0 

1.9 

1.9 

2.1 

Return on assets 

9.9 

10.5 

10.4 

8.5 

8.3 

9.0 

7.9 

7.3 

6.4 

5.5 

Return on stockholders’ equity 

17.3 

20.9 

20.9 

,18.3 

17.0 

17.3 

13.9 

12.5 

10.4 

8.6 

Stores in operation: 











K mart 

673 

580 

486 

411 

338 

273 

216 

162 

122 

88 

Kresge 

460 

487 

520 

539 

566 

593 

614 

647 

674 

722 

Jupiter 

111 

116 

116 

123 

118 

116 

113 

106 

99 

75 


1,244 

1,183 

1,122 

1,073 

1,022 

982 

943 

915 

895 

885 

Selling area square feet (in millions): 






A 





K mart 

44.7 

37.7 

31.4 

26.1 

20.8 

16.5 

12.8 

9.6 

6.9 

4.9 

Kresge and Jupiter 

7.4 

7.8 

8.2 

8.5 

8.8 

9.0 

9.3 

9.6 

10.0 

10.0 


52.1 

45.5 

39.6 

34.6 

29.6 

25.5 

22.1 

19.2 

16.9 

14.9 

Common stock market data: 











Price range—High 

51 Vs 

49% 

33% 

19% 

20% 

15% 

9% 

5% 

4% 

3% 

Low 

27% 

31% 

18% 

11% 

12% 

8% 

4% 

3% 

2% 

1% 

P/E ratio (average) 

34 

41 

31 

24 

32 

26 

21 

16 

17 

13 

Book value 

7.73 

6.70 

5.03 

4.24 

3.56 

3.09 

2.70 

2.49 

2.29 

2.14 

Dividends declared 

.20 

.173 

.167 

.147 

.133 

.113 

.10 

.087 

.077 

.067 


Data reflects all poolings of interests, stock splits and reclassification of state and local income taxes. 
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S. S. Kresge Company 

EXECUTIVE OFFICES 

3100 West Big Beaver, Troy, Michigan 48084 

SUBSIDIARIES 

S. S. Kresge Company Limited, Toronto, Ontario, Canada 
Holly Stores, Inc., North Bergen, New Jersey 
K mart (Australia) Limited, Melbourne, Victoria, Australia 
K mart Enterprises, Inc., Royal Oak, Michigan 
Kresge-K mart Limited, Hong Kong 
Planned Marketing Associates, Inc., Dallas, Texas 

OFFICERS 

Robert E. Dewar, Chairman of the Board and Chief Executive Officer 

Walter H. Teninga, Vice Chairman of the Board and Chief Financial and Development Officer 

Ervin E. Wardlow, President and Chief Operating Officer 

Robert H. Griffin, Executive Vice President, Merchandising 

Grant W. Morck, Executive Vice President, Store Management 

Richard H. Falck, Senior Vice President, Sales and General Merchandise Manager 

Chester E. Boyd, General Vice President 

Edward C. Andrews, Vice President, Southern Region 

Carl L. Bloom, Vice President, Central Region 

Robert E. Brewer, Vice President-Treasurer 

Harvey E. Chapman, Vice President, Transportation and Distribution 
Roger E. Davis, Vice President-General Counsel and Secretary 

Kenneth L. Dunkel, Vice President, Merchandise Systems and Distribution Center Operations 

Bernard M. Fauber, Vice President, Western Region 

Dale A. Feet, Vice President-General Controller 

Russell A. Hansen, Vice President and Director of Sales Promotion 

John P. Johnson, Vice President, Real Estate 

Henry G. McIntosh, Vice President, Management Services 

Arthur E. Riley, Vice President, Eastern Region 

Harold O. Scarlett, Vice President, Construction 

Harold A. Siegel, Vice President, Food Operations (Retired February 1, 1974) 

Robert J. Young, Vice President, Midwestern Region 

Lee W. Zane, Vice President, Personnel and Employee Relations 
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